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in 
KEY ECONOMIC INDICATORS 1/ 


All values in MILLION U.S. dollars unless Exchange Rate in August 1974 
otherwise stated. All figures for end of U.S. $1.00 = T.Shs. 7.10 
the year except where noted. 


% Change 
ITEM 1971 1972 1973 1972/73 
INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 1,238 1,413 1,576 
GDP at Constant (1966) Prices 1,333 1,189 1,241 
Per Capita GDP, Current Prices (in $) 94 104 113 
Plant & Equipment Investment 135 115 140 
Indices: 1966 = 100 

Industrial Production 182 211 

Average Industrial Wage 138 146 155 
Personal Income per Annum (in $) 567 583 605 
Employment ('000) 393 406 420 
Electricity Sales (Million kwh) 404 431 


MONEY AND PRICES 


Money Supply 305 344 401 
Public Debt Outstanding (March 1972) 341 360 NA 2/ 
(out of which External Debt) 198 207 675 — 

Government Debt Service (by FY) 24 33 58 
Interest Rates (Commercial lending) 64-10% 64-10% 6%5-105% 
Indices: 1966 = 100 
Wholesale & Retail Trade 137 154 173 
Retail Price (Wage Earners) 118 127 143 
Retail Price (Middle-Grade ) 116 124 134 


BALANCE OF PAYMENTS AND TRADE 


Net Foreign Exchange Reserves at 122 
Balance of Payments + 20 + 37 
Balance of Trade - 103 - 126 
Exports, FOB 279 361 
U.S. Share 19 26 
Imports, CIF 382 487 

U.S. Share 15 14 
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Main Imports from U.S. (1973): 


Food Products 1.6; Chemicals including Pharmaceuticals 1.9; Agricultural 
Machinery & Tractors 0.4; Construction & Mining Machinery 0.6; Telecommunica- 
tions Equipment 0.9; Tractor Chasis 0.8; Scientific & Photohraphic Equipment 


and Supplies 0.5; Tires & Tubes 0.6; Kraft Paper 0.3; Textile Products 1.5; 
Steel Strip 0.3. 


Sources: The Economic Survey (Annual) 1973/74 - CERP Publication 
Bank of Tanzania's Economic Bulletin, Dec. 1973 - (CERP Publication) 
E.A.Customs Annual Trade Report, 1973 - Nairobi (CERP Publication) 


1/ All data for mainland Tanzania, except for trade figures 
2/ Position of Tanzania's debts with foreign countries and institutions 
as disclosed in the National Assembly in March 1974. 





SUMMARY 


Following a year when foreign exchange reserves attained record levels, 
Tanzania's economy was staggered by the rapid rise in the cost of energy 
imports and a drought which has required the Government to initiate a 
substantial grain import program, Consequently Tanzania is confronted 
with a severe balance of payments problem that it anticipates will not 
abate until the middle of 1975. Declines in agricultural activity in 
recent years, quite apart from the drought, suggests that Tanzania may 
be entering into a period of being a net importer of foodstuffs and, 
consequently, even more dependent on foreign assistance, 


Elsewhere in the economy, consumption continues to climb and the pros- 
pects are that it will continue to do so as the result of substantial 
boost in the minimum wage. The industrial sector, apart from those 
companies feeling the pinch of world-wide shortages of certain essential 
materials, has had an excellent year. The Government's decentralization 
program has been completed and judged a success, but its communal agri- 
culture program has yet to prove itself, 


With the economy in the throes of a severe foreign exchange crisis, 
imports are being cut back sharply and, simultaneously, the market 
for US products. These cutbacks are likely to restrict economic 
activity later in the year and be yet another constraint on economic 
growth. Long-term development projects, however, are assured of 
foreign assistance and IBRD-funded projects hold the most promise 
for US exporters. 





ie 
CURRENT ECONOMIC SITUATION AND TRENDS 


"It is no use our talking about socialism and self-reliance 
if we cannot even use our resources of land and labour to 
produce enough basic foodstuffs for ourselves." 


President Julius Nyerere, September 1973 


On_ Its Own Road to Economic Development Tanzania is a developing coun- 
try plotting its own route to an improved standard of living by carrying 
out an integrated rural development program which will lead to the 
"building (of) a complete new society". In attaining this goal, the 
nation has the strength of having the broadest diversity of cash crops 
of any in Africa, a citizenry seldom touched by divisive tribal loyal- 
ities, and a popular national leader who presides over one of Africa's 
most stable governments, 


One basic tenet of Government policies is the shaping of an egalitarian 
society. In dress, forms of address, and implementation of government 
programs, policies are designed to avoid the formation of a wealthy mid- 
dle class in favor of policies which will increase the national wealth 
and will “improve the well being and conditions of life for all (the) 
people", 


This egalitarian approach is most forcefully demonstrated when formu- 
lating incomes policies. In 1974, the minimum wage was increased by 

41% -- which, when taken with the previous increase in the minimum 

wage 22 months before,has about doubled the take-home pay of those in 

the lower end of the pay scale. At the opposite end, a narrowing of 

the spread of incomes was ordered at the start of 1974 with the passage 

of revised income tax. No deductions are allowed and those having a 
salary of $500 a month pay 19% in taxes, while those earning $1400 a month 
have a tax bite of 50%. 


As the core of its development program, Tanzania is forging "a new dy- 
namic socialist culture rooted in ujamaa activity and consciousness", 
The focus of the program is support given to ujamaa villages which 
emphasize cooperation and a sharing of communal property and of the 
means of production, The ujamaa program, which in one form or another, 
encompasses a sixth of the population, is experiencing difficulties. 

One problem is its failure to attract the youth of the nation to any 
measurable extent. Another is that there continue "to be many instances 
eeeee(in).....Ujamaa villages where the acreage of cultivated land is 
far below the number of working members of the village". As an antidote 
to these prickly problems some rural regions are quietly de-emphasizing 
the communal cultivation of ujamaa farms while others are seeking to 
establish minimum acreage requirements for each farm family to till. 


1974 -—- A Poor Year - 1974 is proving to be a poor year for Tanzania. 
The economy was on the upturn during much of 1973 -- terms of trade 
had kept pace with the cost of imports, foreign reserves reached an 
all time zenith, and development projects were moving ahead, As in 
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many developing countries the first'bump on a rough road ahead was the 
impact of the energy crisis. The landed cost of petroleum suddenly 
jumped from $3.00 a barrel to $10.75 a barrel in almost a year's time, 
Consequently petroleum imports may consume an additional one-seventh 

of anticipated foreign exchange earnings this year. Furthermore, 
ancillary imports of petroleum by-products -- for fertilizers, plastics, 
and other finished products which use petro-chemicals -- were also hit 
with higher prices and, in many cases, supplies, fertilizer in partic- 
ular, are below requirements. 


Widespread Drought - At the very heart of Tanzania's economic problems 
this year is a drought that affected the prime cereal granary of the 
country. Harvests in this area may be as low as a quarter of the 
normal crop. Peripheral areas along the coastal and interior borders, 
however, are reporting near normal harvests. It is, therefore, the 
areas of normally surplus production that were hit hardest by the 
drought. Coming along after two years of lower than normal rainfall, 
the drought is particularly harmful for those small-scale farmers who 
raise their own foodstuffs, and who now must look to the government 

to meet their needs, 


Suddenly the Need to Import Food Grain, Although slow at first to re- 
cognise and acknowledge the seriousness of this year's sharp decline in 


food grain production, Tanzania then reacted vigorously in March to 
cover domestic demand with imports. Tanzania is midway through the 
planning of the grain import program. It looks as though the country 
will need to import around a million tons of grain over an 18-month 
period. At this point the Government speaks confidently of being 
able to terminate grain imports after September 1975 -- subject, of 
course, to the return of normal growing conditions. With production 
in the agricultural sector before the drought described, at best, as 
stagnant and population growth around 2.7 percent, it may be that 
Government hopes of being self-sufficient in cereals by 1976 could 
prove to be unduly optimist. Nevertheless, the Government is trying 
hard to find ways to induce higher production -- the chief one being 
to raise the minimum price the farmer receives for the grains he markets. 
Even so, Tanzanian farmers will only receive less than half the price 
the government pays for imported grains -- a point commented upon in 
the press and in parliament. 


The cost of importing grains will be a heavy burden for Tanzania -- 
perhaps as much as half of this year's earnings from exports -- and 

is already requiring a very heavy draw down of foreign exchange re- 
serves and IMF credits. It is not surprising that foreign exchange 
controls, relaxed almost a year ago when foreign reserves began to 
climb, have been restored and tightened further. There is a fear that 
if imports are choked off further it would seriously disrupt the econ- 
omy. Plans, however, are being drawn up to restrict government imports 
on non-essential items, but any restrictions should only modestly affect 
on-going development projects since the bulk of these projects are 
financed from ultilateral and bilateral aid. The Tanzanian Government 
is also surveying aid donors to assist with its balance of payments 
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problem. AID donors have been particularly generous to Tanzania in the 
past and there is no hint that they will be no less generous now. 


The Drought and Public Finance - This year's budget, an $800 million 
package, focused on the “grim™ balance of payments picture facing the 
country. Prepared before the true size of the food import program had 
been determined, it predicted a balance of payments gap of around $140 
million but now, it appears, the gap may run 50 percent higher than that. 


The budget itself announced few new government economic initiatives 
although it continues a program of streamlining government finances. 

The major question is the impact the huge food import program will have 
on the budget. Roughly speaking, imported grains are marketed at subsi- 
dized prices a bit less than half the landed price in Dar es Salaam. 
Consequently, the budget may have to provide subsidy payments on food 
prices that could run a tenth of this year's budget (or a quarter of 

the capital budget). Moreover, the budget appears not to have allowed 
for increases in the cost of energy and merchandise imports or this 
spring's hike in government salaries. Consequently, unless other govern- 
ment spending is braked, the economy may feel the inflationary impact of 
substantial government spending. 


Declines in Productivity - The Tanzanian Government is deeply troubled 
that the nation, before the full force of the drought hit, had passed 


into a period of declining productivity. The President recently noted 


that there is "no excuse for the failure" of Tanzania to be the food 
exporting nation it was a few years ago. While it is difficult to 
determine quantitatively the full extent of the decline in productivity, 
there are illustrative examples. Production of other agricultural pro- 
ducts are on a plateau while milk production in the nation's two major 
milksheds, has declined by 50% from what it was a decade before and, 
apparently, is still declining. 


In the transportation sector rail cars take longer to transit their 
routes, while in the nation's principal port daily tonnage per ship 

has declined until, over the past year, a ship, discharging the same 
amount of cargo, would spend a third more time in Dar es Salaam than 

in its sister port of Mombasa. The slowdown in Dar port has resulted 

in a continuing congestion problem which, after many months, shows no 
sign of abating. In the largest bus company, a third of the buses are 
usually out of service, The quality of public transport has so declined 
in Dar es Salaam that many companies feel obliged to buy or hire their 
own buses to transport their employees to and from work. 


Government Accounts Deteriorate - Those concerned with the sound finan- 

cial management of the economy are observing greater lapses in the 

handling of government accounts. A select committee drawn from the 

nation's parliament found, when reviewing two-year old government 

accounts, that the number of accounts which could not pass government 
auditing tests had doubled over the previous year when the situation 

was viewed as one which, if left to continue, would bring the “risk of 
financial chaos", Pointing out that "the standards of accountancy are 

still obviously degenerating" it found “widespread indifference, indisciplne 
and irresponsibility in the civil service". 
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This pattern of financial management has carried over into other elements 
of the public sector where the annual reports of state-owned enterprises 
are often years overdue and very few are current. The cooperative move- 
ment is plagued with widespread financial irregularities and nearly a 
quarter of the regional unions have been publicly called to account. 

One large cooperative union felt required to dismiss 1800 staff members. 


Few deny the seriousness of these problems of accountability and that 
they interfere with the smooth running of the economy. Crash programs 
of accountancy training are starting but it may be years before an 
efficient force of trained accountants can be mobilized. In the mean- 
time, a major portion of the several-hundred Pakistanis and Indians 
hired on management contracts are assigned to accountancy posts. 


Decentralization A Success - The decentralization of government, a pro- 
gram initiated three years ago, has been completed and from nearly all 
points of view it can be judged a success. Government has a closer 
rapport with the rural areas as regional and district offices (roughly 
analogous to states and counties in the U.S.) and have the necessary 
budgetary support to shape programs to match local requirements. The 
government, by and large, has put its better qualified people into the 
regional governments and they express a sense of accomplishment in re- 
gard to the work they are doing. Decentralization has, however, com- 
pounded the serious problem of auditing and financial control. This is 
a further reflection of a general shortage of trained managers and 
administrators which results, for example, in such oddities as a tea 
expert being gazetted to a district as its economic planner. The govern- 
ment recognizes this problem but time and very limited training re- 
sources have been constraints that have hampered efforts in resolving it. 


Decentralization is the order-of-the-day among state-owned companies. 
These companies, organized in the industrial, agricultural and tourism 
sectors, had become too unwieldly and diverse in their product lines. 
Decentralization looks to be a good step and, thus far, has worked to 
everyone's advantage including the import houses that have been broken 
out of the now moribund State Trading Corporation. Supervised by an 
aggressive young management team, the new companies look to be a 

success where the parent failed. A new organization, the Board of 
Internal Trade, also controls the nation-wide wholesaling of merchandise. 
The Board has not been as efficient as when the wholesaling of merchan- 
dise was the exclusive preserve of the private sector. Branches of the 
Board often lack the marketing skills or the spirit of competition. The 
current food import program is requiring a reduction in merchandise 
imports. Reduced imports will have an impact on the companies’ finances 
as their overhead is fixed to a higher volume, It appears unlikely that 
the companies can cut their costs. 


Industrial Sector Prospers Although several companies are experiencing 
shortages of materials, the industrial sector is outperforming the 
economy as a whole. For many items, demand continues to grow faster 
than production and the increase in the minimum wage should further 
increase demand. Domestic production of textiles is now reckoned to 
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cover only half of demand and the industry is marked for rapid expansion. 
Sugar refineries meet less than two-thirds of demand and while breweries 
and the cement plant contemplate expansion programs, consumption grows 
apace. The nation's tire plant, partly American owned, is aggressively 
seeking markets in neighboring nations and a major plant expansion, on 
the boards, is aimed at accommodating expected demand. The rapidly ex- 
panding sisal twine industry is one where export demand clearly outpaces 
the capacity to produce. A growing emphasis on industrial expansion 
represents something of a departure for Tanzania which, heretofore, has 
emphasized the agricultural sector as the primary engine of growth. 


The labor scene was tranquil during the past year in contrast to the 
first half of 1973 which saw several disconcerting incidents in which 
workers took over factories. The government has quietly, but firmly, 
moved in behind management to insure that management's authority is 
stiffened and production is maintained. Difficulty in the textile 
industry caused some loss of production in the first half of 1974, only 
one of a small number of labor disputes. 


Public Sector Ownership Increases The government reserves and continues 
to exercise its right to own outright or take a share in foreign-owned 
investments. For example, a meat packing plant, apparently on very short 
notice, had its minority holding nationalized. Other foreign investments 
have also been nationalized and still others, according to rumor, are 
marked for nationalization. This round of nationalizations is something 


of a departure from the past, because it is targeted at private minority 
participation in companies. Foreign investors have provided specialized 
management and technical expertise and had, until this year, appeared to 
be welcomed in the industrial sector. 


The agricultural sector, however, continues to receive the bulk of the 
nationalization orders. Sisal production has been almost completely 
incorporated inside the public sector when a number of marginal or 
abandoned estates passed under state ownership. A select number of 
well-run estates - with one foot in the industrial sector - still remain 
in private hands. Something of a surprise, perhaps because of its abrupt- 
ness, was the nationalization of the 49 largest coffee estates on the 
slopes of Mount Kilimanjaro. This is the first move to establish state- 
ownership of coffee estates, Until then, highly experienced owners of 
the large estates have risked high inputs to gain high quality and high 
yields. Now the industry is not certain that production and, in partic- 
ular, quality will be maintained under the control of the new managers 
who are less experienced and have fewer resources than the previous 
owners. In the meantime, compensation is being decided upon, but not, 
as the former owners note, with the aid of a qualified surveyor or at 
the pace they would like. 


Zanzibar - On Its Own Track To Economic Development Zanzibar, with its 
own semi-autonomous government, presses forward with substantial develop- 


ment programs. The two airports on the island were extended to accom 
modate DC-9's, a modern hotel complex was opened and a fairly extensive 
system of public housing continues abuilding. On the boards is a modern 
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conference center, a variety of small industries undertakings and an ex- 
tensive upgrading of port facilities on both islands. Foreign exchange 
holdings, independently held, are high as incomes from clove exports re- 
main on a high plateau. Recently clove producers were given a nearly 

20 percent hike in the price paid for their output. At the same time, 
in recognition that the islands are almost exclusively dependent on 
cloves as an earner of foreign exchange, and taking seriously a possible 
fungus threat to clove production, the government is looking harder at 
alternatives. The government's current agricultural diversification 
program is designed to reduce food imports and to increase production 
of other cash crops. 


Dodoma, A New National Capital Mainland Tanzania rates high with aid 
donors and its development program, therefore, moves forward with few 
foreign exchange constraints. Presently, social infrastructure projects 
receive the highest priority and this is likely to continue in the next 
five-year plan which is presently being prepared. Besides, health, 
education and water supply, it is anticipated that irrigation and rural 
electrification will receive a high degree of emphasis when the plan is 
finally unveiled. For the present the biggest project near completion 
is the much-discussed railroad from Dar es Salaam to the Zambian copper 
belt, which, in April 1974, moved its first commercial shipments across 
the Zambian border. Paralleling the railroad is a modern well-engineered 
highway that will be completed by October 1974, 


After years of discussion, the decision was taken in the fall of 1973 to 
move the national capital to Dodoma, the central-most city in the country 
and one located at a more comfortable altitude than the present capital -- 
the coastal city of Dar es Salaam. Drawbacks to this heavy investment is 
the cost, roughly estimated to be $500 million, and the consideration 
that there may not be enough water available to easily support a city of 
500,000 that is envisaged by the end of the century. 


To supervise the planning and building of the new capital, presently a 
city of 38,000, a new agency, the Capital Development Authority, was 
created. By mid-974 an interim plan, designed to control land use until 

a master plan is completed, had been approved. Before the end of the 

year parliament is slated to begin meeting in the new capital and, it 

is thought, that by the end of 1975 some important elements of the central 
government may move into temporary quarters in Dodoma. 


IMPLICATIONS FOR THE UNITED STATES 


Many Unknowns Ahead Tanzania's current balance of payments problem, 
tightly linked to a drought that has touched many African countries, is 
grounded on the inability of its agricultural sector to supply all the 
food requirements of its citizens. Since Tanzania is primarily an agri- 
cultural nation, this has major policy implications. Can its develop- 
ment strategy be correct if it cannot create an economy that produces 
its basic food requirements? Will aid donors, who are beginning to view 
their role in Tanzania as one of covering the nation's balance of pay- 
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ments gap, continue to be as generous in the future when their own economies 
are troubled by balance of payments problems induced by the energy crisis? 


Trus, the disconcerting situation in the agricultural sector is likely to 
experience some relief from recent decisions to raise producer prices and 
improve marketing arrangements. Exhortations and encouragement by local 
leaders should also lead to a rise in production in many regions. But 
what will be the scale of the increase? Many note that the better price 
offered the farmer is partially eroded by price increases of the inputs 
he uses, The general rise in prices carries over to the goods he and his 
family purchase -- assuming they are available. It is no secret that 
foreign exchange constraints are beginning to curtail the importation of 
precisely those consumer goods that could serve as a carrot to farmers to 
work harder and raise more crops. Continuing pressure to limit or even 
reduce individual land tenure, in favor of cooperative cultivation, 
appears also to mitigate against a rise in per unit production levels. 


The Immediate Market for US Manufactured Goods Not Promising The drought 
has required Tanzania to look to the US as an important supplier of US 


agricultural products. The magnitude of US grain imports should decline 
abruptly with the restoration of normal rainfall patterns. However, un- 
less productivity climbs in Tanzania, the nation may continue to buy US 
corn and, given the prospect of continuing foreign exchange constraints, 
this will proportionally reduce the size of the market for US-manufactured 
goods. 


In contrast to the mainland, Zanzibar's plans and ample financial resources 
offer US companies an immediate market worth investigating as trade oppor- 
tunities arise. Favorable factors are the government's project orienta- 
tion and its full freedom to shop around to identify the best supplier. 

At times buyer interest moves at a deliberate pace as a full understanding 
of the range of products and options are sought, but commercial decisions, 
once made, usually remain firm, 


A Longer View at the Market Beyend what is hoped to be short run eco- 
nomic problems, Tanzania holds the prospect of a market of potential. 
The textile industry is on the threshold of a major expansion program 
and one aspect, its interest in US garment machinery, is well worth 
closer inspection. Irrigation will command a good share of the govern- 
ment's capital investment program. US companies, with experience on re- 
clamation projects at home in areas similar to those found in Tanzania, 
should be excellent contenders for Tanzania contracts when they come 
forward. Agro-industrial machinery is another capital machinery line 
where there is continuing buyer interest. Markets for specialized 
mining equipment may open up although the size of the market may prove 
to be modest. Government emphasis on increasing food production can 
mean significant orders for agricultural machinery -- but US delivery 
dates make this market a difficult one to tackle. Many of these pro- 
curement orders will come in via IBRD bid invitations and US suppliers 
should remain alert to this avenue as a route to sales contracts in 
Tanzania. 





on Few 


The government's commitment to state ownership does not, in itself, pose 
a barrier to investment in Tanzania. One US company, a major investor 

by Tanzanian standards, is presently expanding what has proved to be one 
of its best overseas operations -- both in terms of productivity of its 
workers and the ease of its working relationship with its government 
majority partner. While most officials are helpful and are convinced 

of the utility of a partnership with overseas investors, a small minority 
is not. It is this latter group, when in a policy implementing position, 
which can and des render the position of the foreign investor difficult. 
This factor, more than any other, cooled the interest of American investors 
who investigated the Tanzanian investment climate in the past year. 








